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the staff of the Office of the Advocate for Small Business Capital Formation. It is not a rule, regulation, or statement of the Securities and Exchange Commission
(“Commission”). The Commission has neither approved nor disapproved its content. This resource, like all staff statements, has no legal force or effect: it does not alter or
amend applicable law, and it creates no new or additional obligations for any person. This presentation does not provide legal advice. This presentation was produced and
disseminated at U.S. taxpayer expense.

U.S. Securities and Exchange Commission

Office of the Advocate for
Small Business Capital Formation




Roadmap

MEET THE SEC'S SMALL BUSINESS ADVOCACY TEAM
HOW DO COMPANIES RAISE CAPITAL FROM INVESTORS?
WHO IS RAISING CAPITAL?

WHAT ARE THE OBSTACLES TO ACCESSING CAPITAL?

EMPOWERING ENTREPRENEURS TO OVERCOME BARRIERS
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&1° U.S. Securities and Exchange Commission

Three-part Mission

O Protect investors

C

|[|[IEL Maintain fair, orderly and efficient markets

Facilitate capital formation
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éIé Office of the Advocate for
Small Business Capital Formation

Mission: Champion pragmatic solutions so small

businesses—from startups to smaller public companies—and
their investors can build great companies together using our
capital markets.

Special Focus: Identify and address unique capital raising

challenges faced by minority-owned, women-owned, rural,
and natural disaster-affected small businesses and their
Investors.

S?— @Q U.S. Securities and Exchange Commission
Sl4\il, ) Office of the Advocate for

5 DC Small Business Development Center | September 22, 2022 1 . .
G Small Business Capital Formation
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How?
\ o Education and outreach
o Review rules and regulations
o Recommend policy changes to
Congress and the Commission
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HOW DO COMPANIES RAISE CAPITAL
FROM INVESTORS?
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Sources of Capital

Retained
Business
Eamings

77%

Personal
Funds

» 14%

External
Financing

9%
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Source:_2020 Annual Report p. 29.



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

Internal Sources of Capital

Personal wealth dictates the financial starting line for many entrepreneurs -
funding is often more accessible for those who own a home or have family assets.

White: $188,200

Other: $74,500

INigle=laWAAnerican/Black: $24,100

Median family net worth
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Source: 2021 Annual Report p.48; Neil Bhutta et al., Board of Governors of the Federal Reserve System, “Disparities in Wealth by Race and Ethnicity in
the 2019 Survey of Consumer Finances,” (Sept. 28, 2020)



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

External Sources of Capital

Equity investments remain only a small portion of external capital funding for
small businesses.

89%

Loan or Line of Credit
Credit Card

Trade Credit

Merchant Cash Advance

Leasing

Equity Investment [

Factoring . 3%

Other . 3%

U.S. Securities and Exchange Commission

/ Office of the Advocate for

10  DC Small Business Development Center | September 22, 2022 3 ‘d : i .
G Small Business Capital Formation

Source: 2021 Annual Report p. 21.



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

External Sources of Capital

Minority entrepreneurs face greater challenges accessing debt financing,
Including loans, lines of credit, and cash advances

White
Asian American/Pacific Islander

Hispanic/Latino

Black/African American 24% 27%
B Fully Approved [} Partially Approved Denied
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Source: 2021 Annual Report p. 21; CBInsights,“The Top 12 Reasons Startups Fail,” (2021).



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

Raising Capital From Investors

What does the SEC have to do with my private company?

2\, Under the federal securities laws, every offer and sale of securities, even if to
UD (] just one person, must either be registered with the SEC or conducted under
= f— = an exemption from registration.
O This is true for companies of all sizes, private and public alike, and includes

@ sales made to anyone, including friends, family, angel investors, and venture

} capital funds.
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Raising Capital From Investors

What is a security?

Federal securities laws broadly define the term “security,” capturing many
different forms of investment interests.

Some types of securities that startups often issue include:

= @ &5 O &

Stock Membership Stock Restricted Convertible Debt
Interest Option Stock Instruments
Other early-stage capital raising options may not involve a security, such as federal
grants, donations, and rewards or pre-purchases of a product.
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WHO IS RAISING CAPITAL?
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Investments Remain Localized

The distance between lead angel investor and the target company averages

only 37 miles
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Source: 2021 Annual Report p. 25; Kyle Stanford, “Angels: Foundational Investors to VC,” PitchBook, (Sept. 1, 2020).



(¥) Women Business Owners

Underrepresentation by gender persists.

41 % of new entrepreneurs in 2020 were women.
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Source: 2021 Annual Report p. 41; Angel Capital Association, “Angel Funders Report 2021”.




(#)Minority Business Owners

Entrepreneurial activity has meaningfully increased across minority groups in
the past 15 years.

1996 Asian American/Pacific Islander 3.4%

Hispanic/ } sl
Latino |
10.0%

2020 Asian American/Pacific Islander 6.7%

Hispanic/Latino
21.7%
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Source: 2021 Annual Report p. 49; Kauffman Foundation, “Who is the Entrepreneur? The Changing Diversity of New
Entrepreneurs in the United States, 1996—2020" (Apr. 2021).



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

WHAT ARE THE OBSTACLES TO
ACCESSING CAPITAL?
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(X)Capital Needs

Running out of cash and an inability
to raise new capital is the

number 1 reason startups fail
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Source: 2021 Annual Report p. 21; CBlnsights, “The Top 12 Reasons Startups Fail,” (2021).



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

(X)Networks

report challenges with

compared to 1in 3 entrepreneurs
with mature businesses.
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Source: 2021 Annual Report p. 21; Jessica Looze and Sameeksha Desai, "How Does COVID-19 Affect
Challenges Facing Entrepreneurs? Trends by Business Age," (2021).



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

(X)Education

1/2 of new entrepreneurs
report challenges with

information, education,
or Knowledge —

more than 2X

the rate for entrepreneurs
with mature businesses.
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Source: 2021 Annual Report p. 21; Jessica Looze and Sameeksha Desai, "How Does COVID-19 Affect
Challenges Facing Entrepreneurs? Trends by Business Age," (2021).



https://www.sec.gov/files/2021-OASB-Annual-Report.pdf

EMPOWERING ENTREPRENEURS TO
OVERCOME BARRIERS
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Y\ Resources and Tools
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> LEARN MORE

www.sec.gov/capitalraising
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SMALL BUSINESS

CAPITAL RAISING

Explore SEC resources to help equip small businesses, from startup to small cap, and
their investors with the tools needed to navigate capital raising.

Getting Started: Understanding the Fundamentals

K.R
Xy

Navigate Your Options

Explore what regulatory pathways
you could use to raise capital from
investors.

i

Capital Raising Video
Gallery

Check out these informational
videos on the basics of capital
raising.

Glossary of Terms

Cut through the jargon and learn the
language of capital raising.

R

Additional Resources

Find more tools for small businesses
and their investors from the SEC
and other agencies.

Building Blocks

Explore the fundamentals of capital
raising.
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v\ Resources and Tools

> LEARN MORE
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www.sec.gov/capitalraising

annn compliance private placement

{ Dita (1:1‘. Cal

{1, [ "
e CUTTING THROUGH. -
westor simall Caf
When raissng capital, a business may not offer or sell secunities unless the oflenng has been regisiered with the SEC or falls within an widity
exempbon from registration Each exempton has specific requirements that a company must meaet I H E JARGON L Xy :
Thss mteractve tool can help you navigate the many regulatory pathways fo raise capdal based on the criteria that matter most to ~tartur AR
start y

you While this tool does not provide egal advice. 1t can help you better undersiand your oplions so that you make informed
decsions Let's get started!

Does your business already exist?

ofterir exemption

Have you formed your business under applicable state or terntonal law and finalized organizational documents (such as bylaws or Fund(amental)s

operaling agreements)?
Whether you are lookang 1o a fund for financing or as an mvestment opportunity of you are formang your
own fund, a famdanty with these commondy used terms will help guide your way

3(c)(1) Fund

A3JCX1) fund 1s 8 pooled nvestment velvwcio that 1s exciuded from the definibon of vestment company in the Investment
Company Act because it has no more than 100 benefical owners (or, n the case of a gualfying vonture captal fund. 250
benefical owners) and otherwise meets crilena outlined in Section J(cX1) of the Investment Company Act
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https://www.sec.gov/education/capitalraising/navigator
https://www.sec.gov/cutting-through-the-Jargon

2\ Resources and Tools

www.sec.gov/capitalraising

BUILDING

BLOCKS

Explore the fundamentals of capital raising with the Cffice of the Advocate for Small
Buginess Capilal Formation,

. .Eﬂ —
: &,
w o W'y
‘What pathwarys are mailable to raise ‘What is the role of accredited imestors?
capital from investors?

o i

'Wihat is general salicilation? Hew do privabe fumds provide capital
to earty-siage companies?

N
K

!
B
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Capital Trends (8] f ¥ [m]+]

Mapping Investment in America: Where are Companies Raising Capital?

v\ Resources and Tools

Regulation D

> LEARN MORE

www.sec.gov/capitalraising

O None O Less than $1 bilion . $1 bilion - $5 bilion . $5 bilion - $20 bilion
@ Over 520 billicn

HOW WHEN

[ch-ta'.nn D a ’ July 2020 o June 2021 a

U.S. Securities and Exchange Commission
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~
States
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https://www.sec.gov/capitalraising/trends
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ENGAGE WITH US

> fal

smallbusiness@sec.gov www.sec.gov/oasb

$J

@SECGOV

#SECSmallBiz

"'%" U.S. Securities and Exchange Commission

g .| Office of the Advocate for
e~ Small Business Capital Formation




